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Students’ Department
H. P. Baumann, Editor

Virginia C. P. A. Examination
This department has been requested to solve the following problem which
was set in a recent examination for the certificate of certified public accountant
in the state of Virginia. The allotted time for solving was two and one-half
hours.
Problem:

“ The American Products Company (of Virginia) entered into an agreement
with the common stockholders of (a) Eastern Products Company (of New
York) and (b) Northern Products Company (of Maine), whereby the American
Products Company acquired, as of January 1,1935, all the outstanding common
capital stock of the Eastern and Northern companies. Payment to the respec
tive stockholders of the Eastern and Northern companies was made in common
capital stock of the American Products Company on a relative book-value
basis, that is to say, for each dollar of book value of shares acquired the Ameri
can company issued the equivalent of a dollar book value in its own common
shares.
“You are called in to advise the respective companies as to the respective
book values and book entries necessary to consummate the transactions called
for in the agreement. You are informed that where properties have been
‘ written up ’ to appraised values, you are to accept same as representing true
book values. You have established post-closing balance-sheets as at December
31, 1934, as follows:

American Eastern Northern
Products Products Products
Assets
Company Company Company
Cash..................................................................... $ 86,000 $ 5,000 $ 5,000
32,500
20,000
150,000
Accounts and notes receivable—customers..
12,500
Due from Northern Company........................
40,000
125,000
60,000
Inventories.........................................................
Miscellaneous stocks and bonds (lower of
200,000
cost or market)..............................................
Preferred stock of Northern Products Com
3,000
pany, 100 shares at cost...........................
Common stock of Northern Products Com
12,000
pany, 200 shares at cost...........................
American Products Company, N. P. V. Com
mon stock 10,000 shares at cost, held by
200,000
treasurer......................................................
10,000
100,000
Land—cost.........................................................
25,000
Buildings—cost.................................................. 1,150,000
50,000
5,000
Buildings—appreciation...................................
30,000
55,000
Machinery—cost............................................... 2,170,000
10,000
15,000
280,000
Machinery—appreciation.................................
1,000
11,000
3,000
Prepaid insurance.............................................
35,000
Bond discount to be amortized......................
1,000
8,000
4,000
Other expenses and supplies...........................
$4,561,000 $246,000 $107,000
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American
Products
Company
Liabilities and net worth
Accounts payable—purchases......................... $ 45,000
Accounts payable—due to Eastern Company
Accrued interest, taxes and expenses............
16,000
Notes payable—banks.....................................
Bonds payable—due $50,000 on each July
1st, to July 1, 1942.......................................
400,000
Reserve for depreciation (on cost):
Buildings.....................................................
475,000
Machinery and equipment.......................... 1,425,000

†Preferred, 6% cumulative, $100 P. V.
(dividends in arrears for 2½ years)....
Common, $100 P. V.—authorized and is
sued .........................................................
Common, no par value—
Authorized................... 200,000shares
Less-issued.....................
90,000 shares
Issued.......................... 110,000 shares
Surplus—earned................................................
Surplus from revaluation of fixed assets....

Eastern
Products
Company
$ 13,100

Northern
Products
Company
$ 8,500
12,500
5,100
1,500
20,300
19,000

8,000
12,000

14,000

10,000
50,000

660,000
1,210,000
330,000

50,000

117,500
20,000

10,500*
2,000

$4,561,000 $246,000 $107,000

“ You also find that the American Products Company has arranged for the
following:
I. Surrender of capital stock (and charters) of both the Eastern and
Northern companies and the taking over of the assets and assumption
of the liabilities of these companies, as of February 28, 1935.
II. Domestication of the American Products Company in New York and
Maine, as of February 28, 1935.
III. Consolidation of the accounting of the Eastern and Northern branches
in a single unit to be known as the Northeastern Division of the
American Products Company, as of February 28, 1935.
“An investigation of the records of the respective companies for the months
of January and February, 1935, disclosed the following:
American Eastern Northern
Products Products Products
Company Company Company
Balance-sheet changes—
$ 1,000
Additions to cash balances.... $15,000
Increase in customers’ receiv
20,000
500
ables ....................................
Increase in inventories.............
15,000
500
Decrease in purchase accounts
4,500
9,500
payable...............................
Decrease in accrued expenses,
1,800
2,200
etc........................................
Purchase of American Products
Company bonds of 7-1-38
10,000
maturities...........................
7,500
12,000
Purchase of machinery............

Total

$1,000

$17,000

500
100

21,000
15,600

5,000

19,000

250

4,250

† This stock is preferred in liquidation as to assets and all arrearages in dividends.
* Indicates a deficit.
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American Eastern Northern
Products Products Products
Company Company Company

Balance-sheet changes—cont.
Increase in reserve for deprecia
tion:
Buildings................................
Machinery..............................
Decrease in bond discount....
Decrease in other expenses and
supplies...............................

$ 7,600*
25,600*
1,500*
1,800*

$

200*
600*
1,200*

Increase in earned surplus ac
$47,200
$13,800
count ...................................

$

Total

500*

$ 7,800*
26,700*
1,500*

500*

3,500*

$5,850

$66,850

“On the basis of the foregoing information, you are requested to:
"(1) Ascertain the relative book values of the shares of the respective com
panies as of January 1, 1935.
“ (2) Ascertain the number of American shares to be issued (as of January 1,
1935) to:
(a) Eastern common stockholders.
(b) Northern common stockholders.
4 4 (3) Prepare any necessary journal entries to adjust the books of the respec
tive companies so as to reflect the correct relative book values of the
respective stocks and to record the acquisition of the Eastern and
Northern shares by the American Company as of January 1, 1935.
"(4) Prepare journal entries to record, on the books of the Eastern and
Northern companies, the sale of assets to and assumption of liabili
ties by, the American Products Company and the surrender of their
stocks by the American Company as of February 28, 1935.
“ (5) Prepare opening entries for the Northeastern Division of the American
Products Company as of February 28, 1935.
“ (6) Prepare necessary journal entries for the home-office books of American
Products Company in connection with the surrender of the stocks
of the Eastern and Northern companies.
“ (7) Prepare a balance-sheet of American Products Company, including the
northeastern division, as of February 28, 1935.”
Solution:

(1) The relative book values of the shares of the respective companies as of
January 1, 1935, may be determined as follows:
Northern Products Company:
Preferred stock, 6% cumulative, $100 par value, is preferred “in
liquidation as to assets and all arrearages in dividends.” It is as
sumed that the preference is measured by the sum of the par
value of the stock and an amount measured by the amount of
dividends in arrears, regardless of the lack of any surplus from
which dividends might have been declared. As the arrearages
cover 2½ years at 6% per annum, the liquidating value of the
stock may be considered to be:
Par value............................................................................... $100
Arrearages (2½X6%) 15%...............................................
15

Total..............................................................................................
* Deficit.
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Common stock, $100 par value:
The number of shares of common stock is, presumably,
($50,000÷100) 500. The book value of this stock is:
Capital—stock account............................................... $50,000
Surplus from revaluation of fixed assets..................
2,000

Total........................................................................

$52,000

Less—deficit:

Per balance-sheet................................ $10,500
Arrearages ($15X100)............................
1,500

12,000

Book value of 500 shares.............................................

$40,000

Book value of each share ($40,000 4-500)...................................

$ 80

Eastern Products Company:
The number of shares of common stock is, presumably, $50,000 4100) 500. The book value of this stock is:
Capital—stock account.................................................. $ 50,000
Earned surplus.................................................................
117,500
Surplus from revaluation of fixed assets.....................
20,000
Increase in value of investments of Northern Products
Company:
Preferred stock:
Value ($115X100)................................. $11,500
Cost.........................................................
3,000
8,500

Common stock:
Value ($80X200)............................... $16,000
Cost.........................................................
12,000
Book value of 500 shares.............................

4,000

$200,000

Book value of each share ($200,000 4-500).....................................

$400

American Products Company:
The number of shares of common stock issued is 110,000, including
10,000 shares carried in the treasury at a cost of $200,000. The
number of shares outstanding in the hands of "outsiders” is
100,000. The book value of these 100,000 shares is:
Capital—stock account........................................... $ 660,000
Earned surplus...........................................................
1,210,000
Surplus from revaluation of fixed assets...............
330,000
Less—cost of treasury stock...................................

$2,200,000
200,000

Book value of 100,000 shares..................................

$2,000,000

Total....................................................................

Book value of each share ($2,000,000÷100,000).......................
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(2) The number of shares of the American Products Company to be issued
(as of January 1, 1935) is shown below:
Book value per share:
American Products Company................................................................ $ 20
Eastern Products Company...................................................................
400
Northern Products Company................................................................
80
Ratios:
20 shares of American =1 share of Eastern (400÷20).
4 shares of American = 1 share of Northern (80÷20).
Shares to be issued:
Eastern Northern
Common shares outstanding.........................................
500
500
Multiply by......................................................................
20
4

Number of American Products Company shares to
be issued...............................................................
10,000

2,000

(Since 200 shares of Northern common are held by Eastern Products Com
pany, 800 (200 times 4) of the 2,000 American shares to be issued for the
Northern common stock will go to the Eastern company, and upon the dissolu
tion of that company will become treasury stock of the American company.)
(3) Journal entries to adjust the books of the respective companies so as to
reflect the correct relative book values of the respective stocks and to record
the acquisition of the Eastern and Northern shares by the American company
as of January 1, 1935.
(a) Eastern Products Company;
Preferred stock of Northern Products Co........ $ 8,500
Surplus from revaluation of investments...
$ 8,500
To increase the investment in the pre
ferred stock of the Northern Products Co.,
to reflect the book value of the preferred
shares held:
Liquidating value $115 per share 100
shares owned:
Value of investment....................................
$ 11,500
Cost................................................................
3,000
Increase.........................................................

Common stock of Northern Products Co............
Surplus from revaluation of investments........
To increase the investment in the common
stock of the Northern Products Co., to reflect
the book value of the common shares held:
Book value—$80 per share 200 shares owned:
Value of investment...................... $16,000
Cost..................................................
12,000
Increase...........................................

464
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8,500
$ 4,000

$ 4,000
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Common stock of American Products Co............
Common stock of Northern Products Co........
To record the receipt of 800 shares (book
value, $20 per share) of the American Products
Co. common stock in exchange for the 200
shares of Northern Products Co. common
stock, per agreement.

$ 16,000
$ 16,000

(b) Northern Products Company:
Deficit—earned......................................... $ 1,500
Preferred, 6% cumulative $100 par value....
10,000
Preferred stock—liquidating value...............
To set out the liquidating value of the 100
shares of preferred stock.

$ 11,500

(c) American Products Company (entry numbers
refer to balance-sheet working papers):
(1A)
Common stock of Eastern Products Co., 500
shares of $100 par value—book value.........
American Products Co.—treasury stock.
To record the exchange of 10,000 shares of
treasury stock for 500 shares of common stock
of the Eastern Products Co.

$200,000

$200,000

(Note.—As nothing is stated as to the purpose for
which the 10,000 shares were held in the treasury, it
is assumed that the 10,000 shares of treasury stock
which were carried at the cost of $20 per share were
exchanged for the 500 shares of Eastern Products
Company stock which has the same total book value
of the treasury shares.)

(2A)
Common stock of Northern Products Co., 500
shares of $100 par value—book value.........
Common stock, no par value.....................
To record the issuance of 2,000 shares of
no-par common stock in exchange for 500
shares of $100 par value common stock of the
Northern Products Company, per agreement.

$ 40,000

$40,000

(4) Journal entries to record, on the books of the Eastern and Northern
companies, the sale of assets to and assumption of liabilities by the American
Products Company and the surrender of their stocks by the American Company
as of February 28, 1935.
The account balances January 1, 1935, are adjusted for the entries in (3)
above, and the transactions of the two companies during the two months from
January 1, 1935, to February 28, 1935, in computing the amounts shown in the
following journal entries.
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Eastern Products Company
Trans
Balances, actions
January 1,
and
1935,
adjust
after
ments
Journal entry
entries (IncreaseCredit
in (3) Decrease*) Debit
Due from Northern Products Company. . ................
$ 11,500
$ 11,500
Preferred stock—Northern Products Company. .

To set up this preferred stock at liquidating value in
the current account of the Northern Company—since
the latter is being dissolved, no provision has been made
for payment of the preferred stock in liquidation, and
both companies are 100% owned by American, transfer
of the investment and the capital-stock account, re
spectively, on the two sets of books, to the current ac
counts, accomplishes the payment.

American Products Company
Accounts payable—purchases. ..
Accrued interest, taxes, expenses
Notes payable—banks.................
Reserve for depreciation:
Buildings.....................................
Machinery and equipment....
Cash........................................
Accounts and notes receiv
able ..................................
Due from Northern Products
Company............................
Inventories.............................
Common stock—American
Products Company...........
Land—cost........ ....................
Buildings—cost.....................
Buildings—appreciation....
Machinery—cost...................
Machinery—appreciation. ..
Prepaid insurance.................
Other expenses and supplies.

$ 13,100
5,100
20,300

$ 4,500*
1,800*

213,800
8,600
3,300
20,300

8,200
12,600

8,000
12,000
5,000

200
600
1,000

32,500

500

33,000

12,500
60,000

11,500
500

24,000
60,500

16,000
10,000
25,000
5,000
55,000
15,000
3,000
8,000

6,000

16,000
10,000
25,000
5,000
62,500
15,000
3,000
6,800

7,500

1,200*

To record acquisition of assets and assumption of lia
bilities by American Products Company.
Capital stock—common.....................................................
Surplus—earned............................ $117,500 $13,800
Surplus from revaluation of fixed
assets.......................................
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Trans
Balances, actions
January 1,
and
1935,
adjust
after
ments
entries (Increasein (3) Decrease*)
Surplus from revaluation of in
vestments ...............................
American Products Com
pany ........................................
Surrender of stock by sole stockholder, American
Products Company, in exchange for net assets trans
ferred. This company dissolved.

Northern Products Company
Preferred stock—liquidating value
Due to Eastern Products Company.........................
To transfer amount due on preferred stock at liquida
tion to current account of sole stockholder.
American Products Company
Accounts payable—purchases. . . $ 8,500 $ 5,000*
Due to Eastern Products Com
pany ............................................
12,500
11,500
Accrued interest, taxes and ex
250*
penses ......................................
1,500
Notes payable—banks.................
19,000
Reserve for depreciation—ma
500
chinery ....................................
14,000
Cash........................................
5,000
1,000
500
Accounts and notes receivable
20,000
Inventories.............................
40,000
100
Machinery—cost...................
30,000
Machinery—appreciation. . .
10,000
Prepaid insurance.................
1,000
500*
Other expenses and supplies
1,000

Journal entry

Debit

Credit

12,500

213,800

$ 11,500

$ 11,500

45,850
3,500

24,000
1,250
19,000

14,500

6,000
20,500
40,100
30,000
10,000
1,000
500

To record acquisition of assets and assumption of
liabilities by American Products Company.
Capital stock—common...............
Surplus from revaluation of fixed
assets.......................................
12,000*
5,850
Surplus (deficit*)—earned..
American Products Com
pany ........................

Surrender of stock by sole stockholder, in exchange for
net assets transferred. This company dissolved.
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(5) Opening entries for the Northeastern division of the American Products
Company as of February 28, 1935.
Northeastern Division
Opening journal entries, February 28, 1935
Cash........................................................................................... $ 6,000
Accounts and notes receivable..............................................
33,000
Eastern—Northern current account....................................
24,000
Inventories................................................................................ 60,500
Treasury stock—American Products Company.................
16,000
Land—cost................................................................................ 10,000
Buildings—cost........................................................................
25,000
Buildings—appreciation.........................................................
5,000
Machinery—cost...................................................................... 62,500
Machinery—appreciation.......................................................
15,000
Prepaid insurance....................................................................
3,000
Other expenses and supplies..................................................
6,800
Accounts payable—purchases...........................................
Accrued interest, taxes and expenses...............................
Notes payable—banks........................................................
Reserve for depreciation:
Buildings...........................................................................
Machinery........................................................................
Home-office account............................................................

Assets and liabilities of Eastern Products Company.
Cash........................................................................................... $ 6,000
Accounts and notes receivable..............................................
20,500
Inventories................................................................................ 40,100
Machinery—cost...................................................................... 30,000
Machinery—appreciation....................................
10,000
Prepaid insurance....................................................................
1,000
Other expenses and supplies..................................................
500
Accounts payable—purchases...........................................
Eastern—Northern current account.................................
Accrued interest, taxes and expenses...............................
Notes payable—banks........................................................
Reserve for depreciation—machinery..............................
Home-office account............................................................

$ 8,600
3,300
20,300

8,200
12,600
213,800

$3,500
24,000
1,250
19,000
14,500
45,850

Assets and liabilities of Northern Products Company.
“ (6) Prepare necessary journal entries for the Home Office books of Ameri
can Products Company in connection with the surrender of the stocks of the
Eastern and Northern companies.”

(3A)
Common stock of Eastern Products Co................................. $13,800
Surplus..................................................................................
To take up two months’ earnings of Eastern company.
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(4A)
Common stock of Northern Products Co................................$
Surplus...................................................................................
To take up two months’ earnings of Northern com
pany.

5,850

Northeastern division—branch investment......................... $259,650
Common stock of Eastern Products Co...........................
Common stock of Northern Products Co........................
To record dissolution of subsidiaries and transfer of
their assets and liabilities to the Northeastern divi
sion, to be operated as a division of this company. For
assets and liabilities accounting for the net assets of
$259,650, see opening entries of Northeastern division.
(The same effect may be obtained by setting up the
assets and liabilities of the two dissolved companies in
this entry and then immediately transferring them to
the Northeastern division.)

$

5,850

$213,800
45,850

In the above entries, and throughout the solution, I have disregarded the
dividends accrued on the Northern preferred stock—held by the Eastern com
pany—for the months of January and February, 1935.
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470
330,000

Surplus from revaluation of fixed assets .........................................................

$4,561,000

$128,350

40,000
47,200
13,800
5,850
(2A)
(x)
(3A)
(4A)

660,000

7,600
25,600
(x)
(x)

475,000
1,425,000

$128,350
(x) $ 9,500*
(x)
2,200*

1,210,000

d

1,500*
1,800*

(x)
(x)

(1A) 200,000
(3A) 13,800
(2A) 40,000
(4A)
5,850
(x) 10,000

12,000

(x)

45,000
16,000
400,000

Surplus—earned ..................................................................................................

$

$4,561,000

100,000
1,150,000
50,000
2,170,000
280,000
11,000
35,000
4,000

Liabilities and net worth
Accounts payable—purchases ...........................................................................
Accrued interest, taxes and expenses..............................................................
Bonds payable- ue $50,000 on each July 1st, to July 1, 1942.................
Reserve for depreciation — (on cost) :
Buildings ......................................................................................................
Machinery and equipm ent........................................................................
Notes payable—banks .......................................................................................
Common stock, no par value ............................................................................

American Products Co., bonds due 7-1-38 ....................................................
Northern — Eastern current account................................................................

Common stock of Northern Products Co........................................................

Common stock of Eastern Products Co..........................................................

Assets
Cash ......................................................................................................................
Accounts and notes receivable — customers.....................................................
Inventories ...........................................................................................................
Miscellaneous stocks and bonds (lower of cost or m arket) .........................
American Products Co., no par value common stock ..................................
Land —cost ..........................................................................................................
Buildings—cost ...................................................................................................
Buildings—appreciation ....................................................................................
Machinery —cost .................................................................................................
Machinery —appreciation ..................................................................................
Prepaid insurance ...............................................................................................
Bond discount to be amortized ........................................................................
Other expenses and supplies .............................................................................

$38,250

14,500
19,000

8,200
12,600
20,300

$53,000

$ 3,500
1,250

$38,250

24,000*

$ 8,600
3,300

$53,000

24,000

45,850*

500

6,800
213,800*

30,000
10,000
1,000

10,000
25,000
5,000
62,500
15,000
3,000

Assets and liabilities of
Balance-sheet Transactions (x) Northeastern division
December 31, and adjustments 1934
Increase-Decrease* Eastern
Northern
$ 86,000
(x) $ 15,000
$ 6,000
$ 6,000
150,000
(x) 20,000
33,000
20,500
125,000
(x) 15,000
60,500
40,100
200,000
200,000
(1A) 200,000*
16,000

American P roducts Company
Balance-sheet working papers —February 28, 1935

$4,780,600

10,000

200,000
16,000
110,000
1,175,000
55,000
2,274,500
305,000
15,000
33,500
9,500

$ 113,000
223,500
240,600

330,000

1,276,850

490,800
1,477,700
39,300
700,000

47,600
18,350
400,000

$4,780,600

$

Balance-sheet

February 28, 1935
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Assets

471

1,477,700

$

15,000
33,500
9,500

$2,786,100

58,000

$700,000
16,000

Earned ...................................................................
Arising from revaluation of fixed assets ..............

Outstanding, 111,200 shares ..............................
Surplus:

Net worth:
Capital stock —no par value:
Authorized, 200,000 shares;
Issued, 112,000 shares .....................
1,101,8001,951,000 In treasury —800 shares .....................

Bonds payable—
Due $50,000 annually on July 1, 1936 to 1942. ...
Less treasury bonds (due July 1, 1938)...............

Liabilities and net worth
Current liabilities:
Accounts payable — purchases................................
Notes payable — banks ............................................
Accrued interest, taxes and expenses .......................
Bonds payable —instalment due July 1, 1935 ........

N ote.—Since appraised values of properties are to be accepted as representing true book values, no ad 
justment can be made for them, even though it appears that no depreciation of appreciation has been taken
by the American and Eastern companies.

Deferred charges:
Prepaid insurance ........................................................
Bond discount ..............................................................
Other expenses and supplies ......................................

Machinery (cost $2,274,500)
Appreciated value .......... $2,579,500
Less reserve for depreciation. . . .

....

200,000

$ 113,000
223,500
240,600 $ 577,100

Miscellaneous stocks and bonds ....................................
Fixed assets:
Land — cost ................................................................... $ 110,000
Buildings (cost $1,175,000)
Appreciated value ......... $1,230,000
Less reserve for depreciation
490,800
739,200

Current assets:
Cash ..............................................................................
Accounts and notes receivable —customers .............
Inventories ...................................................................

American P roducts C ompany
(Including Northeastern Division)
Balance-sheet—February 28, 1935

1,276,850
330,000

$ 684,000

$2,786,100

2,290,850

340,000

47,600
39,300
18,350
50,000 $ 155,250

$ 350,000
10,000

$
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